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29 July 1968

MEMORANDUM TO: Chief, Benefizs and services Division - .

: SUBJECT : Comments on Mutual of Omaha's Paper re Health

- Insurance Plans as Requested by DD/ Pers/SP

l. The comments enclosed with Ccmway 8 lettar af 12 July, asv}
they speak to comparison of benefite of the three plans by benefit areas,
are true as general broad statements. They are essentially ‘what we

stated verbally in our 21 May meeting with Al Randall. They are about IR

all anyone could expect from a broad general summary of the’ plans!

‘approaches to benefit structure. . However, they do not point out the- e
countless minute ways in which the plans differ. " These differencesmay i
" be considered minute in Mutual's somewhat philomphical discourse on

the benefit approach of these three plans, but they loom quite large in
the mind of an individual claimant when he becames aware of how his

 particularclaim could have been paid under one of the ether plans. ‘Let me
- illustrate with two examples. First, excision of impacted teeth. . Aetna
- pays regular benefits for ""excision of impacted teeth that are not com=- =

pletely erupted, ' Blues pays if "'for hospitalized bed patients. n GEHA

- excludes surgical charge. but will pay for hospital charges if confined.
Second example is removal of plantar wart from the foot by a podiatri st.

Blues brochure would indicate coverage of removai by cutting, ehemicals.ﬁ 1'
or electrodesiccati«an. Several readings of page 8 of Aetna's brochure

: " still leave me wondering about their pasiticm., E'}EHA covers podxatrist'

charges for this surgery only if it involves'incision through the true" Co
“sking " However. if this surgeryis perfurmed byan M.D., GEHA cavers
it regardiess of method employed. (There are other Federal plans, s

underwritten by Mutual, which cover this surgical charge of a podiatrist._ "

~ even if done by the chemical or electrqdemccatian pmcedure. ) These

- seem like very minor points. - except to the claimant when he findsout
_ 'tha.t another plan would have covered the charge when his plan doea not.
~Inhis eyes, that one minor point makes the other plan "better' or ""best." =

I belabor this matter for two reasons, It typifzes the attitude of the

- average individual in evaluating his plan. and it indicates the near im-

passibxlity of a complete camparisen of three different plans.~ (It also

| ‘pointa out the issues in which our claims personnel get invalved and why
~“we are accused of being petty. ‘bureauc ratic. and pxcayunish in eur re-’ '
: quirements to" substantiate a claim.) B :

. 2. I get the pverall{ imp;‘,'gss?‘ggix.a 'f;fémk-Mq_tua_};l‘s comments that
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- nothing for it.!" I suppose this is only a natural human reaction when

. _ standing of the purpose of insurance in general is that it is to protect

' : ' IFIATAITIAL o ' o
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~they are made for two purposes - to defend the GEHA Planand to proclaim -
_the noble cause of insurance companies to ""hold the line" on hospital
and medical costs. My reaction on the first point is that we do have

a good gan, but we cannot say ours is '"best'" (nor can any other) and we
. should not close our eyes to the fact that it can be improved. I alsotake ~

~ exception to the statement that ''Less than $99, 000 in health care costs

came out of the pocket of GEHA insureds in1967." Inmy owncase, each
_ of my family members incurred major medical expenses, but they were

not sufficient to meet the deductible and therefore were not submitted S
. asaclaim. Iam sure a big majority of us had similar experience to a .
‘greater or lesser degree, but these expenses are not taken into account =
in that $99, 000 figure. I do not make this observation for the purpose
- of abolition of the deductible, but rather to point out the fallacy of the ""out
of pocket' statement. On the matter of holding the line on hospital and
medical cost, I am sure everyone but the medical professionis in agree~
‘ment. But disagreement arises when we talk about who is going to Yhold
the line' and by what means. When an employee submits his own claim,
he is not interested in the purpose of a deductible, dollar limitations,
co-insurance, or 'protection of the premium dollar' - he wants his bills
paid by his insurance. Doctors and hospitals take the attitude, "these
are our charges - we don't care how you, the patient, come up with the
money, so long as they are paid.' Insurance companies say construct’

the benefit provisions o that the insured bears some part of the cost .-
and thereby force him to be interested in how much or how little he is .
charged. As an employee organization plan, we say let's have a plan
which bests satisfies the overall needs and desires of our particular -
group. Asl.seeit, we, as GEHA, are caught somewhere in the middle. o
And when we think of the influence our Plan's benefits have on the nation =
or the metropolitan area on hospital room and board cost, or surgical
fees, or the price of an office visit, it amountsto spit in the ocean.

- 3. 1 think the federal employee healthinsu rance plansare caught
in a dilema for whichthere is no solution - competitionhas been the cause.

'Health insurance is no longer viewed as insurance. I would again like i

to illustrate this, my personal view, with another example. How often.

- do you hear someone complain because he did not collect anything on the
fire insurance on his house or collision insurance on his car? He doesn't.
_because it takes a fire or an accident in order to file a claim and he is

glad it did not happen. However, it is common to hear the complaint that

"I paid out X dollars on my health insurance last year and got little or

health insurance plans are adding more and meore first dollar benefits _
for the type of expenses that we can all expect to incur. But my under-

‘against the unexpected. To provide first dollar coverage for such expenses

. ‘52" ‘.
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is mthing more. than swapping donars anﬁ the tatal insurad populaticn of

" aplan is the loser because it costs money in the form of administrative

expenses to process claims. :The plan 18 not gaing to lose because it -

esimply raises rates to match cost. Unfortunately, ona plan adds & new

wrinkle to attract new members. chers follow suit or add their own

‘ gimmﬂck as a counter measure, Tha end reeult is increased premium

_ to pay for new benefits whichare not really insurance. Butl amnow being

“ ‘more philosophical than Mutual. The ha:'d facts of life are that you can~

not take away a benefit, once given - you canmt ignore what other plans.

are offering. Example: ""Why don't we pay ‘vegular benefits for matexnity L,

~ like Aetna and the Blues?'! is a big complaint among our Plan's members. AL

As an answer, I doubt if they will be very receptive to Mutual's sutemnnt -'1; T

‘ "This is in part due to the fact that a maternity admission is neither an
accident nor an illness. Neither does it represent an unforeseen loss

since several months of pianning win precede the admission; tha insured

is to be encouraged to budget ahead for his own expense, due to the pa.r~ «

ticular nature of this case. " Very true but very unpalatable. °

: ' 4 Onc ﬁnal word about Mr. Canway 8 suggestion th&t t.hey uend
one of their claim administrators into our office towork withuson changes :
and eliminations of procedures as a. means to cut operation costs. I think
it would be most enlightening to both parties. 1 am sure their cla.tms
. administrator could give us some pointers and Iam also sure he will
' return to his office thankful that he does not have our headaches. Iam

‘not so sure how many of his suggesttons we wauld be abie to a&opt. :

5. In aummary. neither Mutual's comments nor my own pe rsuade - S
me that we should abandon the idea of a study directed at restruc:mring T
. our plan. To the cantrary, 1 think this should be done. :

| Chief, Insurance Branch AT
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MUTUAL OF OMAHA INSURANCE COMPANY

WASHIFCTON, DO, REGIOMAL GROUP OFTFICH FIORMARL €L COMWAY
SUNTE 1208, 1750 PENBLYIVAMTA AVE., N.W, MANAGER
WASHINGTON, 0.2, 20006 :
2988034

July 12, 1968
STAT

President
Governmenlt Employees Health Assn.
Post Office Box 463
Washington, D.C., 20044

STAT

Association Plan

Dear

I belis vou will find the enclosed comments concerning
the Blue Cross, Aetna, and Association Plan of considerable
interest. The comments are, of course, based on the 1968
Association Plan.

The GEHA Board's recent decision to amend the contract in
1969 to provide full semi~private benefits for the first
90 days of hospital confinement brings your group closer to
the Blue Cross approach and concurrently puts the contract
into the cost spiral area. We are, of course, aware of the
reasons behind this decision and realize also that you are
aware of the loss of cost control that will accompany this
contract change. The Board in their wisdom, however, did
leave some degree of cost control, namely, limiting this
benefit to the first 20 days as compared to Blue Cross'® one
year.

We feel that such carefully thought cut changes, as those -
proposed this year and in past years, has given your program
a distinct personality of its own, in that it is tailor-made
to meet the specific needs of your membership as such needs
are made ¥nown. The recently expressed opinion that the
plan has grown "haphazardly" or has been puat togethev pilece-—
i meat oo, on our opinion, an unfair criticism of o well
desooned program and one designed specifically for GEHA by
GEA .
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July 12, 1968

Tt's possible that thig program has resulted in an uneconomical
operation, as far as claim Payments are concerned. The only
way this can be determined would be to send some of our "elaim
administrators” into your office to actually work with your
people to discover what, if any, procedures could be changed

or eliminated.

Sincerely,

Yy

Norman C..Conway
Regional Manager

NCC :sak
Fnecl.
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EENEFTT COMMENTS - BLUE CROSS, AETWA'
AND THE ASHOCIATION PLAW

This soperivon hes been undortoken to show how throe heulth enre |

proms offered to government orployees differ in thelr spproach to solu-
tion of the problew confronting the conowmer: nemely, how esn health cere
nrotectiog best be provided to guard egoinst ertestrophie losa vhile the
insursnee promlum dollar 1o protected egpeinst umer-.ented depleticon by

ghune or overuaas,

G eonsern are ploens provided govermment employees by Aetna, Blue Croso-
Hlue Shiald mmd Motusl of Omeha's GERA program, It is clesr from ex-
tansive studics node of the GEHA claim experience for 1966 ond for 1967
thot the ~wat irporisnt criterion by vhich on insuronece program can be
ju:f;;;ed , he ndecuacy of beneTlts, has been suceessiully wet, In 1366,
F7. % of cherpes were poid rs pemefits: in 1967, 95.9% of charges ware
vaid r3 benefita, The gmall deeline in percentagze of totsl charges pald

is & result of hospitnl-rmedical inflaticn in 1967,

Teos then $99,000 in health care costs ceme cut of the pocket of CERA

) insureds in 1967 vhile more thon $2,305,000 vas paid by the progren,
The mdequacy of the benefit structure heving been shown, the questien
of premium protection beecomes voramount, Premlum protection serves the
interests of both insurer and insured 2o chis aspeot of émgram evily~
ation thould not just be considered from the side of one party to the

inrmarancs contrect,

When roo fus proteetlon esn exlst, and It een be shown statisticslly thot
there 15 Little, if ooy, f‘inanciﬁ&_harm to the insured, the proper balenee

betvesn boretit sdemney ond proteetion of the premiun dnllor has been
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HOSPITAL DO AND BOARD

fnom end boerd cxpenses eeeounted for :alightly nore them ome-fourth of the
(IHA dollara in LT, so this cetegory mpraamt o simificnnt potion of
the inmurtnce program. It chould he elzsr thet pramiun protection i
bett@.r anmyred by Listted benefits of o ap@ﬂfieri ampunt then by full or

oy

vlm] 1y unlimited benelits,

The GEHA plen offers up to $11(5 & doy for 90 hoaﬂitali;zcﬁ days, vith 80% of
ehnrses in exeens of *40 for 8 ﬂmuiuprivam roon,  Stoatistica shaw thet
o of hoopitel admissions ora. t’er 1 ﬂayﬂ w leﬂrs ond t‘m-f' the *sar*centnge
thet renches W0 deys vill be of elnoat zspg;‘gignifil?ance. he Jemunry ASP
rete In the Weshingbon a'mn w03 $1_i:2.69, t;o, t.he greetest pm‘t of the reonm

2t

end ?om'd charge 15 naid by the GEHA vrogren,
B . . T

When 1% can Yo shown thet on indemity progrenm for a specified mar of
deys will nroduce s heneflt J_ewlﬁthn'ﬁ:wﬂl cover the greoh mn,‘ioﬁty of
sypenses, the necessity for or deglr@ﬁ%litar of n 265 duy sarvice type
nlon providing ASP bhenefite cﬁz@ﬂ u‘}iﬂe:; serioun muestion. The Blug Crosg-
Blue Shicld appreach, tlms, pz‘ﬂ&des no 2eiling on eosta, or in fnet any

ineentive for o eeiling on costs, Just the oppos %e 15 indeed the case.

The Actne orpvonch 1 geered 6 cayment of the firat 31,000 of room mmd
board eosts cach eralenf“inr venr, ond BO% of the exeess for semi-private
only, This meens, in ef faet, 23 hospltilired days at the current ASP

“vube -- and thile would cover almost all odnissiona,

In awary, the GFHA eppronch seems fer more likely to erert o coat con-
trolling influence on hospital inflrtion simply Leesuse there is luns
reanon for the hospitals to inereass vatez, Dagpite -« ond becsvag of --

the alose mintionahip betweea Blue Crons end the hébpitsls there 1s littlo '
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evicenne Yhot the "service” orgmmization will erfect nuy positive re-
sults o holding the 1ine on hospltel costs, Rather, o more positlve
influcnes -~ nlthough indireet -« con be made by cormerci:’ Ynsurance

corpundes {hivnagh voriows insurenee induntry assosiations,

TOSPITAL MISCELLAIEOUS

™is 1ton presents the lorgest ningle coversge in terms of hencfits to the

insued, more thea 78% for GFHA in 1967,

Tue three plens under comparison of' for different:iviawns of the spnresch to
the paywent of hospitel misecelloneocus expenssza, Plue Cross offers a fv'}:l
coverage benefit for 365 doys 1in e mewber nospital, Once egein, theve 'i::
ne restraining influence on Inflotionary prescures, On the other extreme,
the Aetna plmn pays a flet 80% on an 80-20 coinsuranse hé;sis. This plan
erlls for o divect cost to all hospltslived olaiments, m‘;d for ame the

hurden woy be unduly hersh,

A m1ddle ground apnrogch ia teken by the CEUA program un:iim'-n-ritten by
Mutusl, Tor this plen there i3 full misecellaneous coverame for 90 days,
and BO% ecoverage theresfter. Thua, en elemant of premiun protection
exlcte, oot clm‘.znénts will heve thelir full miscellsnoous cogts paid for,

hWongver,

TOSEITAL CUTPATIENT

S4ilar 4o thelr inpetient miscellsneous plans, the three plans offer

M fferont eonronshes o the payment of oubpetiaent benefits, The Blue Cross
ninn ~ffers (il coverape for treatment of aceldent or evnorgency illness,

e Acins plan offers o 809 payment for these services on u colnsurence

Bareyio,
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Ao with nosnitol inpatient erpenses, the GEHA plen offers o micddle ground

approsch,  Tha GEHA plan poys 8002,50 per sceident or illness, which should

s

w1l erverspe Tor the preat mejority of ceses, plua 0% of the

oot o

CrRaB3.,

SURCICAL
Both Dlue Shield end the CEHA plen offer the seme eppronch to surgicel beno-
2418, Tor each a surglcal aschedule sllovance is made for each progedure,

plus the plan nays 80% of excess charges over that allowence,

The Aetne vlan, in contrast, pays o flet 80% of surglenl charges and pre-
t

aents o less fovorsble benefit plan from the viewpoint of the inasured.

MATEINITY
Maternity benefits provide snnther ores where a eontreating eporeaeh haa
bee;z taken in the three plens, The Aetna plan provides for hespital beng-
£1ta nn tha seme besis as any illness or injury. This pays nenrly all

hagpital ehnrpes, bub dissllows protestion of the nrerium Gollaer by plaeing A

raniistic limits on thlas coverags,

The Plue Oooas nlan pays ful) bosie hoaspital and surglesl-medical beneflts,
Ohatetriael beneiits nve scheduled, Onee sgain, with full hospltal ocr-
vicesz opid there ic 1ittle incentive or eneourngement to cut costs 1o the

nesgren and 0 protect the premium dollar,

™o COSHA vian onee nore offers a more controlled coat program and one that
15 better ouslilfled to ~urb depletion of the nremium dollar, Up to %20 a
dny 18 rlloved for hospital chargee for up to § duyn, Nearly sll wmaternity
edrinsious nre five deys in length or less. In additicn, the chutetrienl

banatits are opecifled in the contract.
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Vidde poessabdae o uel more controlled eoet approact, the GEHA plen
reowtl o ey nnoseeh smoller portion of the cost of the ~atermity ad-
0o vhon Jo the other two, This s in pert due Lo the faet that n
ity ocmiasflon tn nelther an eceldent nor an iliness,  Helther deoes
it renrenent oo unforeseen losa sinee seversl months of plenning will
~xoegdo the odninaion: the inﬁuzgd 18 to be enecournged to hwdget nhead

o hi o esponoe, due Yo the particulsr nature of L ease,

NOI-SURGICAL MEDICAL CARE

Tekh Actun end the OEHA plen operste on a 809-90% eoinsursnce basis for
Thln eovernpe, Thio Blue Shield epprosch provides for a besie schedule

s1lionance plus S0% of exeesa charges over the schedule zllowvence,

OTHER MEDICAL SERVICE3 AND SUPPLIES

ALY three ninns operate on an 80%-20% coinsurance besis for this coverege.

O OF MOSTTOAL X-RAY & LAB

An it nont other ecoverspen, the defnn oprroach in ecinsuranee on gn
Bi¥h=n0% Lanin, The Blue Cross plén uses o gcheduled nllowence plus pay-
pant of 00¢ of cregss cherges., The GEHA spproach uses a &7 per calendar

yesr areu of full parment, then 80% of cherges over that amount.

MENTAT, AN N RVOUS

e e

et ovhe ST eeevce {op each vinit,

The Do Lo Cst vt of S11 nerties o Lhe fusuranes contoneb sie served, uog

ahooon 0wy b o wderunte benefit ostiueture 1s in foree and -- at the
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ERLR ’t‘z:w w- there are contrastual provisions thet vill meximive the value
of the presiws 2uller, Inflstlionery £rills and unnecgssarily unlindted
Lenal'its aerva “o wearorn bthe inswrnnee package rother than to strengthen
14, ¥hila the nrpwoel of Tull epat cov;amga Por the inmued canmot be de-
nigd, this should he counter-balonced by knovledge that el covalrapen

tend %o lowes the volue of the promfum dollar rother thnn ralse 1t

On en overell hasic, 1t seems that a desirsble bslonce dbetween bonelit
levals snd prerdium pmﬂictahilif:y is contoined in the CEIA plen, Its
beneits m-a' Intonded Lo ps'ov:l'c'}é superlioyr proteéﬁnn to the insuved ond
the feet tant slintt 96H n'f charpes vere paid mﬁ!' benesita last veer indf-
eztes this gosl hes been mchievea; Yet the GEHA plen dozs nob encourogo
the elrimsnt to scek unususlly iwmricmn treatrent, nor da there an ine
wvitrtion Tor the provider of ﬁerv:i.mm to inflete charges na 15 the caze

with ctrietly "open” banefits,

The structura of the Blue Cross-Blue Shield systems e¢liminete the .possi-
bility of » more positive epprosch to premium protectlon, Contrnlled by
the providers, rsther then the ypurchasers, of health servieces, the Bluew
Crang-Rlue Shisld sysbem requirves groups to conform to thelr inflation- |
resvnd systam rether then geering thelr system 1o +he neads of tha group.
Through the oynidrnse of taves mmd the unfoir shift ' ng of costs through the
diaommt o rehrds nwabem, the Blues enjoy sn advaniageous positlon over
evamerel sl insurance acmwenies, Yot the lotter nwovide the souader approach

to the colubicn of health care problems st lowest cost to the insured.
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